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7 HAT is individualism? Web- 
ster says it is that condi- 
tion under which the in- 


dependence of the 


individual is 
maintained and that it specifically 
applies to political and economic 
individualism is 


cherished by all Americans, some- 


thing gained at the price of revolu- 
tion, and something to be defended 
' at all costs. 
dangers lurk in this phase of our 
, American Way of Life? An analy- 
sis of some of the types of individ- 
_ualists, 
| they may go, may help us to be 
'on our guard. 


Can it be that any 


and the lengths to which 


The Totalitarian Individual 


| At first thought, anything totalitar- 


ian has no place in our philosophy 
of life. Yet it represents a type of 
individualism, dangerous indeed, and 


/one from which we may not be 


a re er ee 


absolutely free and against which 
we must be constantly on guard. 
This is the ‘“‘me and God” type, with 
the me dictating to God what posi- 
tion He shall take. Lincoln was con- 
cerned that his course of action 
coincide with the will of God, but 
the totalitarian type of individual 


directs what the will of God shall 
be. He assumes the responsibility 
to direct the thought and actions 
of others into such channels as he 


may 


dictate. He becomes a cru- 


-sader, par excellence. His motive 


Lt 


may range all the way from selfish 
lust for power to serious convic- 
tion that the world must be re- 
formed, while the method may vary 
from fanatical propaganda to the 
most destructive force imaginable. 

To say that this type of individ- 
ualism exists and has existed in 
the political world is but to repeat 
the obvious. Note the insane efforts 
to inflict the control of the will 
of an individual upon the whole of 
Europe, if not indeed the world, as 
nauseating evidence of this. The 
fact that this has been seriously at- 
tempted but emphasizes the need 
for watchfulness that such a condi- 
tion is not duplicated in other in- 
dividuals. Such individualism may 
be equally disastrous to the body 
politic whether it be secured 
through the doctrine of the divine 
right of kings or whether it be con- 
ferred by the people, in a moment 
of panic or despair, upon one of 
their number. 

This extreme individualism is not 
confined to the political sphere of 
our activities but is frequently all 
too evident in many other endeav- 
ors. Take the realm of religion. 
Here we have one dogma or an- 
other espoused to such an extent by 
individuals and groups that they 
are willing to go to any length to 
convert the “heathen” to their own 
way of thinking —the heathen, of 
course, being any who embrace an- 
other creed. From the Crusader 
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with the sword to the modern mis- 
sionary with weapons of a different 
sort, the motive is the same — to 
change the world to the pattern of 
religion which is being dictated. So 
sure are the dictators that theirs is 
the true religion that all sorts of 
devices are made obligatory upon 
those already in the fold to see that 
others believe likewise. Some of 
the most obvious of these are famil- 
iar without enumeration. 

In our economic life, moreover, 
we frequently find the totalitarian 
type of individual. Somehow he has 
convinced himself that he has dis- 
covered a panacea for all our eco- 
nomic ills, and proceeds, with every 
method at his disposal, to secure its 
adoption. Periods of depression pre- 
sent the most fertile soil for the 
germination and growth of such 
schemes. The Single Tax as a cure- 
all for economic and social ills, set 
forth by Henry George in his Prog- 
ress and Poverty, had a consider- 
able following in the latter part of 
the past century; but try as the 
advocates might, they could not put 
it over. In later years Dr. Town- 
send can be placed in the same cate- 
gory. In spite of all types of high- 
pressure salesmanship, both without 
and within legislative halls, his 
scheme is still within the stages of 
advocacy which, however, is rapid- 
ly waning in intensity. The schemes 
of other individuals of this type are 
the pattern for particular groups, 
such as labor. Note, for example, 
the dictatorial attitude of such lead- 
ers as John L. Lewis and James C. 
Petrillo in their attempt to accom- 
plish certain ends. 

In his educational career each 


reader must have experienced at 
least one instructor who represents 
the type of individualist under dis- 
cussion. “You must believe as I be- 
lieve and that is all there is to it,” 
is his attitude. He has not sensed 
that. education should consist pri- 


marily in mental development to 


the end that the student will be able 
the better to recognize problems 
and to think them through to a 
logical solution. 


discernment and reasoning. 


The “Laissez-Faire” Individual 


The educational | 
dictator is afraid to encourage his | 
students to develop any powers of 


The philosophy of laissez faire is a 


philosophy of unrestricted individ- 
ual freedom — each rustles for him- 
self, the devil takes the hindmost. 


It is a “survival of the fittest” phil- | 


osophy. 

We do not have to search far to 
find individuals who can be cata- 
loged as. type laissez faire. First, 
we find them as they engage in 
political activities. Many persons 
exercise this type of individualism 
in their refusal to engage in politics 


even to the extent of refusing to | 


vote; yet often these very persons 
complain loudest and longest about 
the shortcomings of government. In 
political activities, this individual 
is out to get what he can for him- 
self —he is the politician, who ex- 
pects the country to do something 
for him, rather than the statesman, 
who expects to do something for his 
country. He is the congressman 
who, in refusing the request of a 
young man for his endorsement, 
says: “I don’t care who you are; I 


don’t care what you know or can | 
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do; I don’t even care to what politi- 
cal party you belong; but what can 
you show me that you have done for 
me?” He is the government official 
who resists any change in proce- 


| dure, even though it is certain to 


result in greater economy and eff- 
ciency, unless he can foresee indi- 
vidual gain in the change. Yes, 
political life is crowded with indi- 


viduals who want to practice the 


“Tet me alone” philosophy. 
Ever since Adam Smith published 


his Wealth of Nations in 1776, the 


doctrine of laissez faire has had an 
application to economics. From then 
until now it has found expression 
in such slogans as: “That govern- 
ment is best which governs least’; 


“Competition is the life of trade”; 


“Free enterprise’; and “Take the 
government out of business.” We 
find it involved in isolationism 
versus internationalism; in protec- 
tion versus free trade. 

In the early 1930’s a great many 
persons attributed the economic 
state of the nation to the interfer- 
ence of government with business 
and pointed the way to recovery in, 
“Take the government out of busi- 
ness.” This would mean, presum- 
ably, that the government would 
neither engage in any activity in 
competition with individuals’ nor 


_ otherwise interfere with the normal 


course of business. 


| 


j 


Here is the 
philosophy of rugged individualism. 
Put it into effect and no govern- 
ment will engage in building high- 
ways or bridges, and in providing 


educational facilities or protection 


to person and property. Then we 
must abolish the protective tariff, 
for what legislation has done more 


to shunt industry from its normal 
course? Along with this, of course, 
every other type of regulation 
would be kicked out of the window. 
When pressed to this point, even the 
most rugged of the rugged individ- 
ualists will begin to make reserva- 
tions. Too frequently we find them 
condemning governmental actions 
which interfere with what they 
want to do, but praising those which 
interfere with their competitors. In 
the end, of course, society plays a 
considerable role in the success of 
any business; imagine the success 
of Robinson Crusoe as a lawyer, a 
dentist, a grocer, or a teacher! 
Society does contribute to the suc- 
cess of business operations and 
therefore may have a right to have 
something to say about the conduct 
of those whose goods and services 
it consumes. 

We do not put two groups of 
eleven men each on a gridiron, give 
them a football, and tell them to “go 
to it.” Nor do we do similarly with 
baseball and basketball teams. Ex- 
perience has shown that, in the urge 
to win, certain players, either 
through overenthusiasm or through 
deliberate treachery, may take un- 
fair advantage of others. The re- 
sult has been the formulation of 
certain rules of conduct, but within 
these rules each individual player 
may exercise all the ingenuity at 
his command. The rules are formu- 
lated, however, by those who have 
had experience with the game; 
those chosen as referees and um- 
pires have had similar experience. 

Neither as members of society 
nor as participants in the complex 
modern economic life do we want 
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laissez faire. We should insist, how- 
ever, that those who make the rules 
have some knowledge of what the 
rules are all about and further that 
the members of the commissions and 
boards, who are to pass upon viola- 
tions, are not entirely ignorant of 
what is involved. Why not use as 
much common sense in regulating 
contests in the economic world as 
we do in regulating those in the 
athletic world? Let us not carry 
the rules so far, however, that they 
will discourage rather than stimu- 
late individual initiative. 

In our religious and educational 
spheres we continue to insist upon 
laissez faire. We do not want any 
government to dictate how or whom 
we shall worship, if at all; nor do 
we want to be told what we shall 
teach or be taught. Yet, in insisting 
upon such freedom, we must be on 
guard that it does not degenerate 
into license. Some would prostitute 
the institutions of religion and edu- 
cation to attain their selfish ends. 
The border between liberty and 
license, in both religion and educa- 
tion, may be difficult to delineate 
accurately; but, if the doctrine of 
freedom is to continue, the necessity 
for making some distinction is 
obvious. 


The “Give Me” Individual 


Here we find those who expect 
some sort of handout from the so- 
cial groups — “the world owes me a 
living” type. Of course the propor- 
tion of a group which assumes this 
attitude must be comparatively 
small or the whole structure will 
crash. Too many parasites will kill 
the host upon which they feed 


—note the “flea-bitten” dog or the 


live oak upon which moss or mistle- _ 


toe has fastened itself. 

Every public official who receives 
a remuneration more than com- 
mensurate with the service he ren- 
ders his constituency is a parasite. 
The deeds of the incumbent do not 
always parallel the promises of the 
candidate. Promises of economy are 
met by summarily sweeping pre- 
vious appointees out the front door, 
but the back door is opened to pay 


political debts. Can the amount of | 
campaign expenditures always be | 


taken as a measure of the candi- 
date’s desire to render a public serv- 


ice? Fhe limitations put upon such | 


expenditures and the fact that their 
amount must be made public would 


indicate some doubt as to an affirm- | 


ative answer to this question. 


We live in the age of pressure | 


groups— those groups the mem- 
bers of which want something for 
themselves at the expense of the 
body politic. Industry asks for tar- 
iffs, agriculture for parity prices, 
and labor for one concession after 
another. These serve to illustrate 
the philosophy of “give me.” If an 
estimate could be made of the size 
of the burden society is bearing be- 
cause of the success of pressure 
groups motivated by selfish im- 
pulses, the amount would be stag- 
gering and appalling. In some in- 
stances the program sought by the 
group is offered as a panacea for 
all our economic and social ills. 
Note the claim of the Townsend- 
ites! They would increase the wel- 
fare of all by lessening the amount 
of goods and services to be distrib- 
uted. It does not take a very high 


FEBRUARY, 1946 5 


IQ. to comprehend that a smaller 
total can only result in a smaller 
per capita portion. We cannot get 
larger pieces of pie by making 
smaller pies. 

In our society we find many in- 
dividuals who are consuming more 
than they are producing or have 
produced. These are parasites just 
as certainly as is the flea or the 
mistletoe. Our eleemosynary institu- 
tions contain thousands of individ- 
uals who have contributed nothing 
to their keep nor will ever do 
so. The report is that in some 
countries such persons are “liqui- 
dated”; but we have not yet reached 
that state of moral elevation or 
degradation at which we would be 
willing to do this. At times the 
number of those who live off so- 
ciety, either through private char- 
ity or through the public treasury, 
becomes enormous. This may come 
to be a tremendous strain upon the 
health of our economy just as the 
flea and the mistletoe are destruc- 
tive of the vitality of their hosts. 

Everyone connected with a 
church knows that some members 
take literally the assurance that 
salvation is without price. Ask 
whether they would be willing to 
have the uplifting influence of the 
church removed from the commu- 
nity, and they will be insulted at 
the implication. Yet thousands of 
individuals are willing to accept the 
benefits of the church and other 
uplift agencies supported by the 
contributions of others. These be- 
long to the “give-me” group. 

Our emphasis upon education re- 
sults in enormous gifts of private 
and public funds. Free schools are 


“free” only to the pupils who at- 
tend, not to those who pay taxes to 
support them. The enormous sums 
which flow annually into our edu- 
cational institutions from endow- 
ments and public treasuries show 
the aid extended to our youth. As 
yet they are parasites—they are 
the recipients of “give-me.” Unless, 
in years to come, the education re- 
ceived by these youth in our schools 
and colleges is reflected in the social 
benefits rendered by them, as adults, 
to an extent sufficient to repay so- 
ciety for this subsidy to them, they 
must continue to remain in the class 
of parasites. 


The Chiseler Individual 


Meet the hypocrite—he who ac- 
cepts with gusto a general principle 
and pronto decides that it does not 
apply to him as an individual. He 
believes in regulation of speed, but 
that he should drive as he pleases; 
he believes in protection of game, 
but that he should be allowed to 
hunt at will; he advocates ration- 
ing, but patronizes the black market. 

To any reader who has heard a 
candidate subscribe to the planks 
of a platform or make generous 
promises in a campaign speech, and 
then has heard his promises to the 
party leaders, or followed his ac- 
tions after he was elected, there 
is no need to point out that chiselers 
exist among those whom we elect to 
represent us. The performance of 
the elected incumbent is too often 
such that his opponent can promise 
the same economy and efficiency 
that had been promised in the pre- 
vious election. It is interesting to 
speculate as to the difference we 
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would experience if promises be- 
came practices. 

The chiseler may be responsible 
for more of the ills in our economy 
than we at first realize. Many of 
the fundamental principles upon 
which a stable economy operate are 
relatively simple, yet just as im- 
portant as they are simple. It is not 
difficult to see that the individuals 
of a group must pay taxes if a 
government is to function, yet the 
equity of a tax system may be dis- 
rupted if some of these individuals 
chisel from their fair share. It 
should not be difficult to convince 
a group of producers that, if labor 
is going to be able to buy the 
products of industry, its wage 
should be commensurate with its 
contribution to the product. But 
some who have agreed to the prin- 
ciple, because of the prospect of 
individual gain, begin to chisel and 
force wages down. If this is done 
to any extent the result is a lack 
of balance between what is being 
produced and the power to buy it, 
and the seeds of a depression have 
started to grow. It has not been 
our economic laws that have caused 
forays from a stable economy but 
a failure to realize that these laws 
are immutable. 

The chiseler, or hypocrite, is in 
every church, but who he is will 
depend upon the person who makes 
the selection. He is among the 
graduates of our schools and col- 
leges. He chisels from the principles 
which he has learned and thereby 
causes democracy, society, and its 
economy to be less stable than it 


should be. An educated citizen is 


an asset to society only if his ener- 


gies are properly directed. An edu- 
cated crook may be socially and 
economically more dangerous than 
an uneducated one. 

Robinson Crusoe, at least until 
Friday came upon the scene, was 
an individualist —a rugged individ- 
ualist. His later association with 
Friday lessened the extent of his 
individualism. The more complex 
the social and economic order be- 
comes, the more will the individual 
be subject to restraints. The prin- 
ciple that the wish of the individ- 
ual must be subservient to the 
good of the group must then pre- 
vail; in fact, we must accept the 
philosophy that what is good for 
the group will react to the good of 
the individual. The emphasis upon 
individualism must be replaced by 
that upon utilitarianism. 

Some have questioned whether 
our political, economic, and other 
ways of life will endure. If they do 
not, a contributing -factor to their. 
fall may well be the selfish individ- 
ualism of a large part of the popu- 
lation. A tremendous force for their 
preservation, on the other hand, 
rests in the cooperation of individ- 
uals to perpetuate the institutions 
which have proved to be stabilizing 
factors in our society. The right of 
each individual to criticize and seek 
change must be carefully guarded, 
but in the end the individual must 
accede to the will of the group. 
It is only thus that the possible 
perils of individualism can be 
averted. 


The Housing Situation in 


the United States 
R. M. Noten 


Department of Economics, University of Illinois 


HE housing shortage in the 
[ United States became notice- 
able during the war period, 
especially in the cities and areas 
‘containing large war industries. 
Since the close of the war the en- 
‘tire nation has become aware of 
a serious lack of housing facilities. 
The thousands of returning soldiers, 
many unable to find homes, have 
\turned the attention of the public 
to the problem of inadequate hous- 
‘ing facilities in the United States. 
' Various estimates show that we 
need a minimum of three and one- 
half million new homes at the pres- 
‘ent time, and that we could use a 
‘million new homes each year for 
ithe next ten years if we could 
‘maintain the present level of em- 
‘ployment and production. 
_ After World War I there was a 
housing shortage similar to the 
present situation. The rate of con- 
‘struction had declined during the 
war, only about 200,000 housing 
units being constructed each year 
from 1918 to 1921. That rate of 
building was below the needs of the 
increasing population and left the 
country without adequate housing 
when the soldiers returned to civil- 
ian life. 

Several years were required to 
increase the rate of construction, 
but by 1925, dwellings were pro- 
duced at a rate of over 900,000 units 
per year. Even at this rate of con- 


struction, the housing shortage was 
not alleviated until 1930, when lack 
of employment opportunities and 
reduced incomes decreased the de- 
mand for houses. 


Causes of the Present Housing 
- Shortage 


The present shortage of housing 
can be attributed, to a large extent, 
to the low rate of construction of 
housing units during the prewar 
period. From 1930 to 1935, the rate 
of construction was less than 200,- 
000 units a year, and from 1935 to 
1939 less than 400,000 a year were 
constructed as compared with a 
rate of 750,000 a year ae the 
period 1925 to 1929. 

A picture of the housing situation 
can be obtained from the report on 
housing which was published as 
part of the 16th Census of the 
United States, taken in 1940. These 
statistics show that there were 
37,325,470 dwelling units in the 
United States in 1940. A dwelling 
unit is defined as the living quar- 
ters occupied by one household. Of 
these dwellings 96 per cent were 
occupied; only 4 per cent were va- 
cant, for sale, and for rent. The 
dwellings were classified as “ur- 
ban,” “rural non-farm,” and “rural- 
farm.” Those dwellings in incorpo- 
rated places having 2,500 inhabitants 
or more are classified as urban. 
Rural non-farm dwellings are those 
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located outside the boundaries of 
urban places, but not on farms. 
Rural farm dwelling units are those 
located on farms outside urban 
places. 

A considerable proportion of these 
dwelling units were in need of some 
repairs and modernization. Even in 
1940; 45.3 per cent were without 
private bath, and 18 per cent were 
in need of major repairs. During 
the war repairs and modernization 
were not maintained at the average 
tate, hence even more dwellings 
are now in a less desirable state. 
Some housing units are lost every 
year by fire and by complete ob- 
solescence. 

In the years 1941 and 1942, hous- 
ing construction was greater than 
during the thirties, more than 750,- 
000 and 650,000 units, respectively, 
being built in those years. In 1943 
construction fell to 300,000 units, 
and in 1944 to less than 150,000 
dwellings. 

Another important cause of the 
housing deficit is the increase in 
the number of marriages and in the 
birth rate. From 1940 to 1945, near- 
ly 7 million marriages occurred and 
the population increased approxi- 
mately 8 million. This rate of mar- 
riage was much larger than that of 
the thirties, and will continue to 
be large as the veterans return. 


Types of Houses Desired 


A survey made by the National As- 
. sociation of Home Builders as to 
the type of houses desired by pro- 
spective home builders showed that 
a large proportion expected postwar 
homes to be extremely modern and 
to be available in a short time. The 


survey was confined to families || 
with an average annual income of | 
$3,027. Of the families interviewed, | 
32 per cent owned their own home, || 
and 45 per cent indicated an expec- | 
tation of building or buying. The} 
great majority plan to obtain a) 
home from one to two years after) 
the war. | 

More than half of those inter-. 
viewed wanted a six-room house} 
with two baths, replete with modern | 
mechanical fixtures. But they ex-) 
pected to spend only $52 a month 
in financing the home. Practically) 
three-fourths expected complete air- | 
conditioning, electronic controls, ex- | 
tensive use of plastics, movable par- | 
titions, and rooms built as complete 
units which can be added or re- 
moved. Most of these families ex-| 
pected all these features to be avail-} 
able within a year after the war | 
and at a cost of $40 to $60 a| 
month. 

Some of these features did not} 
exist before the war, and others} 
were available to only a minority | 
of home owners in the high-income | 
brackets. These modern features are | 
likely to come slowly after the war, | 
and the conventional home, with | 
reasonable modifications, will be the | 
dominant type in the period imme- | 
diately following the war. 

The great demand for houses is 
for the $4,000 or $6,000 type, which 
can be purchased by families with 
incomes of $2,000 to $3,000 a year. 

The average house constructed in 
the twenties cost approximately 
$4,800, whereas the cost of the 
average house in the thirties was 
$3,800. Considering the higher level 
of wages and the present price 
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level, an average of $5,500 a hous- 
ing unit can probably be carried if 
the level of employment and in- 
comes can be maintained above the 
level of the twenties. 


_ Housing Costs 


The costs of construction vary from 
city to city, but some general’ esti- 
mates of the present costs of ‘con- 
struction in the United States have 
recently been made. Published cost 
indexes range for different types of 
fe cctures from 25 to 35 per cent 
over averages of 1939. Some con- 
tractors estimate the costs as 50 
per cent or more above the 1939 
averages, and are preferring to 
take contracts on a cost-plus basis 
only. 

| Surveys show increases of 35 per 
cent and 33 per cent, respectively, 
in the costs of materials and of 
abor, on a general average. The 
zreatest increase in building ma- 
serials has occurred in lumber, 


which has risen 65 per cent above’ 


the 1939 price. The prices of some 
of these materials may be expected 
0 move downward moderately, as 
oroduction increases and becomes 
stabilized upon a peacetime basis. 
Despite increases in wage rates, 
abor costs will probably be less as 
arge amounts of overtime become 
unnecessary, and a more plentiful 
und efficient labor supply can be 
-ecruited. 

Contractors will probably be able 
o quote lower figures for construc- 
ion as materials become more avail- 
ible, labor becomes more abundant 
ind productive, and also when it is 
vossible to eliminate costly losses 
xecasioned by factors such as un- 


even deliveries, unavailable mate- 
rials, and an uncertain labor force. 

These reductions in costs of con- 
struction are likely to be only 
moderate. If the present level of 
prices, wages, and interest rates is 
maintained, housing costs will not 
be much out of line with other 
costs. The general cost of living has 
risen approximately 29 per cent dur- 
ing the war period. 

Most potential home builders prob- 
ably have a greater amount of sav- 
ings to use as a down payment 
than home builders had in the twen- 
ties and the thirties. Interest rates 
are now one or two per cent lower 
for many types of mortgages than 
in the two previous decades. This 
represents a 20 to 33 per cent drop 
in the carrying charges on many 
mortgages, and is a sizable saving 
on 15 to 25 year mortgage amorti- 
zations. 

The potential danger of building 
houses at a high cost, and then 
experiencing a deflationary period 
of lower wages and incomes, is 
causing a number of people to de- 
lay building plans. This danger is 
real and should be considered care- 
fully by all, especially those re- 
quiring a large mortgage to finance 
a home. But with the present hous- 
ing shortage many people will be 
forced to take this risk in order to 
obtain a dwelling. 


The Governmental Program 
for Housing 
All wartime restrictions on the con- 
struction of homes and commercial 
buildings were removed on October 
15, 1945. The credit restrictions 
which limited repairs and moderni- 
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zation were removed at the same 
time. Before the end of the year, 
however, the tremendous pressure 
for governmental action on the 
housing shortage, particularly for 
veterans, had brought a reversal of 
the above policy. 

President Truman, on December 
13, 1945, announced that priority 
controls would be established re- 
quiring that 50 per cent of avail- 
able materials be earmarked for 
residential units costing less than 
$10,000 (cost of land was included) 
and that veterans be given priority 
in the rent or purchase of new 
structures. He appointed Wilson 
Wyatt as housing “expediter” in 
the Office of War Mobilization and 
Reconversion and placed upon him 
the responsibility of initiating some 
action to increase the production of 
houses. He also asked for legisla- 
tion authorizing the control of 
prices, of new and existing houses. 

Congress passed an act providing 
for $160 millions to be spent in 
providing temporary housing for 
veterans by using the present de- 
mountable housing and other gov- 
ernment-owned structures, such as 
barracks, and office buildings, which 
can be converted into residential 
dwellings. 

The Civilian Production Admin- 
istration placed a $10,000 ceiling on 
new homes entitled to priority 
treatment for materials. This ceiling 
includes both house and lot. A rent 
ceiling of $80 a month is placed 
on new homes for rental. 

The Federal Housing Adminis- 
tration will administer the program 
and issue priority permits for brick, 
tile, gypsum board and lath, lum- 


ber, millwork, cast-iron radiators, , 
and | 


bathtubs, clay sewage pipe, 
cast-iron soil pipe. 


Rent controls have been success-| 
ful in holding the rents on some 14} 
and have} 


million dwelling units, 


tended to check runaway inflation | 
in houses already built. But rents} 
which are too low would tend to re- | 
tard building for income purposes | 


in the light of present construction | 
costs. 


The G.I. guarantee on loans has) 
been increased from $2,000 to $4,000 | 


to allow the returning veterans te 
purchase or build homes. 


Governmental legislation can aid. 


in solving the problems of housing 
by priorities, ceilings, and rent con- 
trols, and by releasing government 


surplus materials, but no amount of 


legislation can build houses until 
materials and labor are available. 
Outlook for Housing 


Despite the 
homes and the high prices offered 


for construction, the housing situa-_ 


tion cannot be alleviated in the near 
future. No substantial increase in 
new construction of residential 
building can be expected until 
spring. Many construction organiza- 
tions were not maintained during 
the war, and some time is required 
to assemble materials and man- 
power in order to obtain volume 
construction. 

The Survey of Current Business, 
published by the United States De- 
partment of Commerce, reports that 


| 
| 
| 


| 


I 


urgent demand for. 


on a national basis many types of 


materials are being produced in 


increasing volume. Supplies of ce- 
ment, structural steel, asphalt roof- 
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ing, hardware and metal products, 
and heating and domestic equipment 
are being produced in increasing 
quantity. But these materials may 
' not be available in some localities, 
| because of shortages and delays. 
Supplies are critically short in 
certain basic materials, namely, 
lumber, cast-iron soil pipe, clay 
sewer pipe, structural tile, and gyp- 
sum lath. Special efforts to in- 
crease the production of these ma- 
| terials are under way, and some 
| improvement is being made, but 
there may be an inadequate supply 
even in the spring. Production of 
' most of these supplies was curtailed 
_ during the war, because of man- 
| power shortages, and because they 
| were not needed for some wartime 
construction. Time will be required 
'to bring the production of these 
|materials up to the rate required 
| for greater construction. 

_ In 1940 some 2,000,000 workers 
| were employed in the construction 
‘industry, and the experienced labor 
force in this field was 3.5 millions. 
In that year some 600,000 housing 
units were constructed. To construct 
a million residential dwellings would 
require a much larger labor force, 
because a considerable number of 
workmen will be used in public and 
industrial construction. 

_ The low rate of construction dur- 
ing the thirties did not allow the 
training of many new skilled work- 
‘men, and not many were trained 
during the war period. There is 
‘now a serious shortage of trained 
workmen in the housing industry. 
‘New men must be recruited and 
‘given apprentice training before the 


labor supply will be adequate for 
a large increase in construction. 

The value of residential non-farm 
construction in 1946 is expected to 
increase more than threefold over 
that of 1945. Surveys show that 
approximately 470,000 new dwell- 
ings will be started in 1946; this is 
three times the number in 1944. 

During 1947 the rate of construc- 
tion should be approaching one mil- 
lion houses a year, which would 
be the highest rate of construction 
in our history. It would be more 
than 10 per cent greater than the 
900,000 houses produced in 1925, 
our greatest year of residential con- 
struction. 

An analysis of our capacity to 
produce dwelling units shows that 
several years will be required to 
alleviate the housing shortage. Even 
if we are able to produce close to 
one million housing units in 1947, 
and to increase the rate of produc- 
tion thereafter, the deficit in hous- 
ing cannot be closed for three or 
more years. 

It is estimated that more than one 
million families are now living 
“doubled up” with other families. 
As more veterans are released, 
more will be forced to live with 
other families. Since the housing 
shortage cannot be alleviated for 
several years this condition will 
necessarily continue. 

In view of this situation, (a) all 
families whose housing facilities 
are not utilized to full capacity 
should be encouraged to take in 
those who cannot obtain separate 
dwellings; and _(b) wherever fea- 
sible, old buildings should be re- 
conditioned for temporary housing. 
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Moreover, since all public con- 
struction will compete for materials 
and men with private construction, 
public construction unless urgently 
needed should be delayed until the 
housing situation can_be eased. 

From the viewpoint of economic 
stability public construction should 
be postponed so far as possible until 
the housing deficit can be brought 
into line with the need for homes. 


employment experience a depres- 
sion, public construction can be in- 
creased to fill the needs for public 
purposes, and to maintain the level 
of employment and construction. 
Our employment and production 
can be more nearly stabilized if we 
can plan our public spending far 
in advance, say for ten or twenty 
years, and fit it into the period of 
depression in private spending. 


Then when private construction and 


Employment of Veterans. — The veterans’ employment problem is grow- 
ing in magnitude daily. While not yet too serious, it promises to become so if 
strong efforts are not made to alleviate it. Certain immediate steps can be 
taken. Among these are better organization of agencies dealing with veter- 
ans, more adequate allowances to increase personnel for these agencies, and 
better education of both veterans and employers as to current employment 
conditions. In addition, a more realistic attitude with regard to veterans’ 
rights under the G. I. Bill and other legislation is necessary. Abandonment 
of restrictive practices on the part of both labor and management should 
also be accomplished quickly. Finally, upward adjustment in wage rates for 
less skilled occupations and the opening up of new opportunities for the use 
of skills acquired by servicemen would be helpful.— From the Monthly 
Review of the Federal Reserve Bank of St. Louis, January 1, 1946. 


Impact of Transition Problems.—In attempting to measure the impact of 
the reduction in war production upon the economy, several facts must be kept 
in mind. For example, the decline in total output—or total nation income— 
is from a level heightened by war pressures and secured through a much- 
larger-than-normal working force and longer hours. And, insofar as the 
dollar measures are concerned, this wartime level was effected by some 
distortion of prices which was bound to have been associated with the 
insatiable demands for military needs at whatever costs. This occurs not- 
withstanding price controls which, in retrospect, can be seen to have been 
generally successful, although it is well to remember that most of the infla- 
tion which was associated with World War I occurred after rather than 
during the war, when the then existing controls were too rapidly eliminated. 
—From Survey PF Current Business, September, 1945. 


Lower Income Taxes for 1946 


EDWARD J. FILBEY 
Department of Business Organization and Operation, University of Illinois 


S-was true in 1944, two new 
A Federal income tax laws 
| were enacted in 1945: the 
“Tax Adjustment Act of 1945” and 
the “Revenue Act of 1945.” The 
former was approved on July 31, 
1945, and the latter on November 
8. Each of these consists of a series 
of amendments to the last complete 
income tax law, the “Revenue Act 
of 1938,” or to provisions of one 
or more of the ten income tax laws 
enacted in the period from 1939 to 
1944. 

Mr. Robert L. Doughton, Chair- 
man of the House Committee on 
Ways and Means, in introducing the 
tax adjustment bill, stated that the 
|major purpose of the bill was “to 
‘facilitate reconversion by improv- 
ing the cash position of business 
enterprises, and by relieving small- 
-er businesses from some of the 
burdens of the excess profits tax.” 
‘The report of the Committee in- 
‘dicated that the proposed law was 
‘designed to lighten the tax burdens 
of corporations rather than those 
of the individual taxpayer. How- 
ever, the individual who is engaged 
in business as a single proprietor 
or as a member of a partnership is 
given a moderate amount of relief, 
‘particularly in those provisions of 
the act that relate to the prompt ap- 
plication of a “net operating loss” 
sustained in one year against the 
profits of the two immediately pre- 
ceding years. 


The second law enacted in 1945 is 
definitely designed to be a tax re- 
duction law. Unlike most of its 
predecessors, it is not, in general, 
retroactive to the beginning of the 
year in which the law was passed. 
With certain minor exceptions its 
effects will be felt first in 1946; 
and most individual taxpayers will 
prepare their tax returns for the 
year 1945 in substantially the same 
manner and compute their tax at 
the same rates as for 1944. How- 
ever, in the case of a fiscal year 
that does not coincide with the cal- 
endar year, a taxpayer will get the 
benefit of the tax reductions for 
the part of the fiscal year that falls 
within the calendar year 1946. 
Mathematically this is worked out 
as follows: 

The tax on the year’s income is 
computed at the 1945 rates and 
again at the 1946 rates. A fractional 
part of each tax is then computed, 
in accordance with the number of 
days of the respective calendar 
years included in the fiscal year. 
Thus, assume that a married tax- 
payer with one dependent has an 
adjusted gross income of $4,500 
for a fiscal year ending March 31, 
1946. According to the optional tax 
tables his tax at 1945 rates is $633, 
and at 1946 rates $500. From April 
1 to December 31, 1945, there are 
275 days, and from January 1 to 
March 31, 1946, there are 90 days. 
The tax for the fiscal year will 
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then be the sum of 275/365 of $633, 
or $476.92, and 90/365 of $500, or 
$123.29, a total of $600.21. 

The revenue act of 1945 provides 
additional relief for members and 
veterans of the armed forces, and, 
so far as these persons are con- 
cerned, the relief provisions are ret- 
roactive. Active service pay re- 
‘ceived by members of the armed 
forces of the United States below 
the grade of commissioned officer 
or commissioned warrant officer, 
during taxable years beginning on 
or after January 1, 1941, will be 
excluded from gross income for the 
purpose of computing income tax 
until the present war is declared 
terminated by the President. If the 
tax on any part of this service pay 
has already been paid, it will be 
refunded or credited if an appro- 
priate claim is filed. 

The same law provides also that 
payment of any unpaid taxes for 
war years which are attributable 
to active service pay and “pre- 
service earned income” may be 
made in twelve quarterly install- 
“ments beginning on a_ prescribed 
“first installment date.” The first 
installment date for taxpayers re- 
leased from active service before 
December 1, 1945, is May 15, 1946. 


Rates of Tax Applicable to 
1946 Incomes 


The normal tax rate remains at 3 
per cent. For 1946, however, the 
taxpayer will have the same credits 
against his income that is subject 
to the normal tax as against his 
surtax net income, namely, $500 
for himself, $500 for his spouse 
if she has no income or if a joint 


return is filed, and $500 for each 
dependent. After a tentative nor- 
mal tax has been thus computed, 
the tentative tax is reduced by 5 
per cent thereof. 

Surtax rates were each reduced 
for 1946 by three “percentage 
points”; i.e., the lowest surtax rate, 
formerly 20 per cent, became 17 
per cent; 22 per cent became 19 
per cent; etc. After a tentative sur- 
tax has been computed according 


to the new rates, this, likewise, is |} 


reduced by 5 per cent thereof. 


The optional tax table for in- | 


comes under $5,000 has been modi- 
fied for the year 1946 to take into 
account the changes above outlined. 

The withholding tables have been 
revised also, with the result that a 
substantially smaller amount will be 
withheld in 1946 from the pay 
check of every employee whose 
wages are subject to withholding. 

It has been estimated that under 
the new law 12,000,000 former tax- 
payers will no longer be required 
to pay a Federal income tax. Many 
thoughtful persons have questioned 
the wisdom of relieving this large 
group of the necessity of contribut- 
ing at least a small amount toward 
the maintenance of their govern- 
ment. 


Review of the Various Procedures 
That May Be Followed in Pre- 
paring the Individual Return 
for 1945 


1. A person whose income is de- | 


rived entirely from wages, divi- 
dends and interest, and whose gross 


income from sources not subject to | 
withholding does not exceed $100, | 
may, if he so elects, fill in certain | 


information called for on the with- 
holding receipt given him by his 
employer, and mail the receipt to 
the Collector of Internal Revenue. 
In that case, the Collector will com- 
pute the tax, and will either bill the 
‘taxpayer for any additional tax due, 
‘or will notify him that he is entitled 
to a refund of taxes withheld in ex- 
‘cess of the amount properly pay- 
able. 

| 2. A person may use Form 1040, 
the regular individual tax return, 
filling in all items of taxable in- 
‘come and all deductible business 
jexpenses and losses. He will be 
obliged to distinguish sharply be- 
itween those expenses which are 
related directly to the earning of 
income, and those deductible ex- 
ipenses which are purely personal. 
Total gross income minus business 
ae aiiétions gives -“adjusted gross 
income.” If the taxpayer chooses 
ito use the “Tax Table” on page 4 
lof the 1945 return he will find the 
line corresponding to the adjusted 
igross income just determined, and 
the column corresponding to the 
mumber of exemptions he has listed 
on page 1 of the return. The tax 
will be there shown, and no fur- 
ther computation will be necessary 
unless a joint return of both hus- 
band and wife is being filed. In 
that case the tax found in the tablé 
must be reduced by three per cent 
of the smaller of the two incomes 
but not by more than $15. 

3. If after determining his ad- 
justed gross income as above the 
taxpayer prefers to disregard the 
tax table and compute his tax in 
the ordinary way, he will transfer 
the figures for his adjusted gross 
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income to line 1 of page 3 of the 
return, enter his deductible personal 
expenses on that page, and sub- 
tract the total of these from his ad- 
justed gross income. Using the net 
income thus ascertained he will 
compute his normal tax and his 
surtax in accordance with the step- 
by-step instructions there given. 

4. If the taxpayer’s adjusted gross 
income was $5,000 or more, he can- 
not use the tax table. In that case 
he will carry the figures for his 
adjusted net income to page 3, and 
then choose between two possible 
procedures: He may either itemize 
his personal deductions and use the 
total of these in determining his net 
income; or use a so-called standard 
deduction of $500 in lieu of the 
total of his actual deductions. 

It is important to note that if 
husband and wife file separate re- 
turns, there are certain restrictions 
in the choice of the methods above 
outlined. (1) If one spouse details 
his personal deductions and com- 
putes his tax by the use of the 
ordinary method, the other spouse 
must follow the same procedure. 
(2) If one computes his tax by the 
use of the table, the other must also, 
unless her income is $5,000 or more. 
In that case she may not use the 
total of her actual personal de- 
ductions but must use the $500 
standard deduction. 

It will be observed that if sepa- 
rate returns are filed by husband 
and wife, it will be advisable to cal- 
culate (1) which procedure will 
result in the lower tax for the 
husband; (2) which will give 
the lower tax for the wife; and 
(3) which permissible combination 


16 OPINION AND COMMENT. 


of procedures will result in the low- 
est possible total tax for the two 
taxpayers. 

For example, assume that the ad- 
justed gross income of A for 1945 
was $6,000, and that of B, A’s wife, 
was $3,000; that A’s itemized per- 
sonal deductions totaled $550, and 
B’s $100; and that each had a nor- 
“ mal and surtax credit of $500. Un- 
der these circumstances they will 
file separate returns. If A uses the 
total of his itemized deductions, 
$550, his tax will be $1,235.50. If 
he uses the standard $500 deduction, 
his tax will be $1,250. So far as A 
alone is concerned, he would save 
$14.50 in taxes by using the item- 
ized deductions. However, if B com- 
putes her tax by the ordinary meth- 
od her tax will be $560. Computed 
by the use of the table, her tax 
will be only $516, a saving of $44. 
If A and B can settle the matter 
amicably between them, it will 
evidently be advantageous for the 
family for A to use the standard 
deduction and for B to use the 
table, and thereby enjoy a net com- 
bined saving of $29.50. 


Completing the Payment of Taxes 
for 1945, and Filing a Declara- 
tion for 1946 


1. The taxpayer whose fiscal year 
- coincides with the calendar year has 
presumably remitted to the Collec- 
tor on or before January 15, 1946, 
either the last installment of his 
estimated tax for 1945, or the bal- 
ance of his actual tax for 1945 that 
(1) has not been offset by a credit 
for an overpayment of 1944 taxes, 
(2) has not been withheld by his 
employer, and (3) has not already 


been remitted as installments of his 
estimated tax. : | 

2. On or before March 15, 1946, | 
the taxpayer will file his complete 


tax return for 1945 and remit the 


balance of his actual tax, unless he | 
did this on or before January 15, 
1946. 

3. If an individual’s gross income 
from wages can reasonably be ex- 
pected to exceed the sum of $5,000 | 
plus $500 for each surtax exemp- || 
tion except his own, he must file | 
a declaration on or before March 
15, 1946, of his estimated tax for 
the year 1946. So also must the in- | 
dividual whose gross income from 
sources other than wages can rea- 
sonably be expected to exceed $100 
and whose total gross income is 
expected to be $500 or more. One- 
fourth of that part of the estimated 
tax which will not be withheld by 
the employer must be paid when 
the declaration is filed. However, 
a person who derives two-thirds of 
his net income from farming is not 
required to file his declaration of 
expected income for the year 1946 
until January 15, 1947, or to pay 
any part of the tax on his 1946 
income before that date. But the 
entire amount of his estimated tax 


for 1946 must be paid on or before | 


January 15, 1947. 


Penalties for Failure to File Decla- 
ration or Pay Installment of 
Estimated Tax, and for Sub- 
stantial Understatement of 
Estimated Tax 


For negligence in filing a declara- | 


tion or in paying an installment of | 


the estimated tax when due, a pen-_ | 
alty of 5 per cent is added to each — 


© 
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om 


installment due and unpaid, plus 
1 per cent for each month (except 
the first). The total penalty thus 
imposed is limited to a maximum 
of 10 per cent in each of the two 
cases. If the estimated tax proves 
to be less than 80 per cent of the 
tax as finally determined (6624 per 
cent in the case of farmers), a 
penalty is imposed, based on one 
of two alternative computations: 
(1) The estimated tax is deducted 
from the correct tax, and 6 per cent 
of the difference is computed. 
(2) The amount by which the esti- 
mated tax fell short of the required 
80 per cent (or 6624 per cent) of 


the correct tax is found by simple 
subtraction. The smaller of the two 
results obtained by the computa- 
tions thus described will be the pen- 
alty imposed for the “substantial 
underestimate.” 

If, however, an individual bases 
his estimate upon an amount of in- 
come at least as great as that of the 
previous year, and upon his status 
with respect to his personal exemp- 
tion and credit for dependents on 
the date of filing his declaration for 
the current taxable year, no pen- 
alty will be imposed for an under- 
estimate of the tax. 


Fight Against Inflation. — Our fight against inflation in 1946 will be less 
difficult in some fields than in others. The supply of many nondurable goods, 
such as foodstuffs and wearing apparel, will probably increase rapidly 
enough so that by the middle of the year the danger of a rapid rise in the 
prices of these commodities may be past. The greatest danger of an up- 
bidding of prices exists in the field of durable goods, such as automobiles, 
housing, and durable equipment used in the home. It is unlikely that our _ 
supply of heavy durables will be sufficient to satisfy the domestic market for 
several years to come, and it will be necessary to enforce price ceilings. 
Rent controls also will be necessary for a considerable period. — From 
Domestic Commerce, January, 1946. 


Cost of World War II. — The cost to the world of World War II, accord- 
ing to a survey conducted by the American University (Washington, D. C.) 
amounted to approximately $230,000,000,000 in property damage and $1,154,- 
)00,000,000 in expenditures for armament and war supplies. These figures 
»xclude China, for which data were not available. Expenditures were esti- 
nated at $317,600,000,000 for the United States, $192,000,000,000 for Russia, 
ind $120,000,000,000 for the United Kingdom. For the Axis powers, the 
zost was about $486,930,000,000, of which $272,900,000,000 was spent by 
sermany.— From the Commercial and Financial Chronicle, December 13, 


1945, 


Significance of the Boehm Decision 
on Deductible Losses 


CHARLES C. CurRTIS 


Department of Business Organization and Operation, University of Illinois 


HE present’ Revenue Act pro- 
vides that in computing net 
income for income tax pur- 
poses there shall be allowed as de- 
ductions losses sustained during the 
taxable year and not compensated 
for by insurance or otherwise.. A 
person with a loss of tangible prop- 
erty which has been entirely or 
mainly under his control and ob- 
servation should have no difficulty 
in determining the proper taxable 
year in which to list such deduc- 
tion, if his loss is due to fire, flood, 
or other like disaster. In such cases, 
he should be able, usually, to fix the 
times when the particular asset 
had value and when it had become 
worthless, and to determine the full 
amount of his loss. 

But the problem of fixing the 
proper taxable year may not be so 
easy if the assets in question are 
stocks, bonds, notes, or the like. The 
value of a particular asset of this 
type depends upon property not un- 
der the taxpayer’s direct possession 
or observation, or upon the con- 
tinued ability of persons not his 
employees or under his control. In 
some cases there is a possibility that 
a loss may occur which is not 
known to him. Suppose the asset is 
stock in a corporation which went 
into receivership in 1945, but the 
taxpayer is confident that business 
will improve and the company con- 


tinue. Or suppose he owns stock in 
a company the value of whose cor- 
porate assets depends to some ex- 
tent upon litigation which may not 
be determined for some years to 
come. Should the taxpayer in such 
cases list such possible loss as a 
deduction in his return for 1945, 
the time when he first may have 
had some bare suspicion that there 
was such a possibility, although he 
cannot fix any amount for his loss, 
and when, in fact, he may think 
there will be none? 

Suppose it is a case of a promis- 
sory note issued in 1941, and pay- 
able to the taxpayer in December, 
1945, which remains unpaid, and 
suppose that he has every confi- 
dence in the maker’s ability and will- 
ingness to pay. Should the taxpayer 
list the obligation as a loss in his 
return for 1945, although the 
amount of his loss is only a matter 
of conjecture and, in fact, there 
may be none at all? Anyone who 
thinks that the taxpayer can wait 
until 1946 or some later year, and 
that he can list the loss in the 
particular year in which he does 
find definitely that he has suffered 
a loss, and when he can for the 
first time fix the amount thereof, 


can very well ponder over the de- 


cision of the United States Supreme 


Court, rendered in November, 1945, | 
in the case of Boehm v. Commis- | 
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sioner of Internal Revenue, 66 S. 
Ct. 120, 90 L. Ed. 96, hereinafter 
discussed. 

Mrs. Lillian Boehm purchased 
stock in a certain company in 1929 
for $32,440. The company reported 
to its shareholders in April, 1932, 
that it was having financial diffi- 
culties. Receivers were named by 
a Federal court in June, 1932. Op- 
‘erations continued until May, 1933. 
‘The first report of the receivers, 
made to the court in August, 1934, 
disclosed that there would be no 
return to the stockholders on their 
shares, except possibly from a 
stockholders’ derivative action, 
started in December, 1932, against 
some of the directors by Mrs. 
Boehm and the other shareholders, 
and based upon alleged waste, neg- 
lect, mismanagement, etc. This case 
mever reached trial, but a settle- 
ment was consummated in Febru- 
ary, 1937, whereby the defendants 
paid the plaintiffs a certain sum in 
full discharge of their claims and 
of their cause of action, that sum 
being such that, after payment of 
expenses, the share of Mrs. Boehm 
amounted to $12,500, or about 
three-eighths of the cost of the 
shares. In making her 1937 income 
tax return, Mrs. Boehm claimed a 
deduction from gross income of 
$19,940, the difference between $32,- 
440, the purchase price, and the 
$12,500 received pursuant to the 
settlement. The Commissioner de- 
tied the deduction on the ground 
that the stock had not become 
worthless in 1937. The Tax Court 
sustained the action of the Com- 
nissioner, and Mrs. Boehm carried 
the matter to the United States 


Supreme Court, which court in 
Boehm v. Commissioner of Internal 
Revenue, the decision mentioned 
above, sustained the action of the 
Commissioner in refusing the de- 
duction. 

The decision involved Sec. 23 (e) 
of the Revenue Act of 1936, which 
provided that in computing net in- 
come for income tax purposes there 
shall be allowed as _ deductions 
“losses sustained during the taxable 
year and not compensated for by 
insurance or otherwise.” Treasury 
regulations in effect prior to and at 
the time of the adoption of the 1936 
Revenue Act and repeated there- 
after have interpreted Sec. 23 (e) 
to mean that deductible losses “must 
be evidenced by closed and com- 
pleted transactions, fixed by identifi- 
able events, bona fide and actually 
sustained during the taxable period 
for which allowed.” The Supreme ~ 
Court, in the decision, speaking of 
the regulations, stated that “such 
regulations being long continued 
without substantial change, applying 
to unamended or substantially re-— 
enacted statutes, are deemed to have 
received Congressional approval and 
have the effect of law.” 

Just what was this taxpayer to 
do? In her income tax return for 
1934 she had tried to claim a de- 
duction for her loss, but the Com- 
missioner denied the deduction on 
the ground that the stock had not 
become worthless in 1934. If it was 
not a deductible loss for the year 
1934, then it was not a deductible 
loss for either 1935 or 1936, for the 
settlement of the derivative suit was 
not made until February, 1937, and 
the matter stood the same during 
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the years 1935 and 1936 as it was 
in 1934. If she could not have taken 
the deduction in any of the years 
1934 to 1937 inclusive, then she 
should have claimed it in her re- 
turn for 1933 or for a year prior 
to 1933. But how was she to deter- 
mine whether she should have listed 
it in 1933, or in 1932, or in a prior 
year? The only difference in the 
facts between those of 1932 and 
those of 1933 was that operations 
of the company ceased in 1933. The 
only difference in the facts of 1932 
and those of 1931 or of any prior 
year is that receivers were ap- 
pointed in 1932. There is nothing 
in the language of the Supreme 
Court to indicate that the deduction 
should have been claimed in any 
one of these years rather than any 
other. And if shé had claimed the 
deduction in 1933 or in any prior 
year, how was she to determine the 
amount of her loss when the re- 
turns from the derivative suit were 
a matter for the future to disclose, 
and were not, in fact, disclosed 
until February, 1937? And suppose 
that the allegations of the deriva- 
tive suit could have been established 
and that the defendant directors 
were able and could have been com- 
pelled to pay in full the losses al- 
leged to have been due to their 
negligence, etc. Could it not well 


be said that no loss had occurred 


until 1937? 

If this taxpayer in good faith had 
confidence in the company in those 
earlier years, or in the outcome of 
the derivative suit and in the value 
of her shares, she would not have 
been the only one in those years 
who thought that prosperity was 


just around the corner. Apparently, | 
she acted honestly in not attempting | 
to take her loss in a year prior to) 
1934. Then, should not her good} 
faith have some value in determin- | 
ing the year in which her loss was} 
sustained? Should not the taxpay-| 
er’s opinion and honest belief as to} 
when the loss took place be con-}} 
sidered —in fact, should it not be} 
one of the decisive factors? Why} 
should the commissioner or his} 
agents be in any sense better able} 
to say when an item of property) 
has become worthless than the tax-) 
payer, the owner, who, in probably) 
most cases, will know more about} 
his own property and its prospects} 
than the Commissioner or his agentsi 
can ever know? 

In referring to the consequences} 
of error and other difficulties con-} 
fronting one who in good faith) 
tries to choose the proper year in| 
which to claim a deduction, the} 
Supreme Court stated that “these}) 
difficulties are inherent under the}! 
statute as now framed. Any desired|) 
remedy for such a situation, of) 
course, lies with Congress rather} 
than with the courts. It is beyond 
the judicial power to distort factst 
or to disregard legislative intent) 
in order to provide equitable relief) 
in a particular situation.” But would) 
the Court have been distorting the! 
facts, and would it have disregarded 
legislative intent, if it had reversed 
the Tax Court and the Commis-) 
sioner and had permitted the deduc-; 
tion claimed in the 1937 return?! 
That year was the first year inl 
which the taxpayer’s loss could be} 
definitely ascertained, and, until the} 
disposition of the derivative suit 


; 
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in that year, there was a possibility 
that the recovery might have been 
‘such that there would have been 
‘no loss at all; hence, until disposi- 
tion of that suit, it could not be 
-said that the stock had become 
/ worthless, even in part. There was 
\in fact a recovery of about three- 
-eighths, and that in a voluntary 
)settlement rather than in a final 
‘disposition of the suit based upon 
ithe merits of the action. 

It would not have been a distor- 
ition of the facts if the Supreme 
Court had found that the stock had 
'become five-eighths worthless in 
/1937, and had allowed the deduc- 
‘tion, and such a decision would not 
|have been in disregard of legislative 
‘intent. Certainly, it was the intent 
‘of Congress that one having a loss 
/not compensated for by insurance 
‘or otherwise should have the right 
\to deduct that loss in some one tax- 
‘able year. It ought not to be a mat- 
iter of concern to the legislative 
‘body, to the taxing authorities, or 
‘to the courts, if the taxpayer does 
‘deduct such loss in the particular 
year in which he honestly feels that 
his loss took place, just so that he 
‘does not claim more than his actual 
‘loss and does not claim it more than 
‘once. The Supreme Court need only 
‘to have adopted the test suggested, 
‘that of “the taxpayer’s reasonable 
and honest belief as to worthless- 
‘ness, supported by the taxpayer’s 
‘overt acts and conduct in connec- 
tion therewith.” Had it done so in- 
stead of trying to impose a test 
which the taxpayer does not under- 
stand and cannot apply, it would 
have carried out the legislative in- 


tent and would have promoted some 
confidence in the law. 

The Supreme Court stated that 
the burden was on the taxpayer to 
establish that there was a deduc- 
tible loss in 1937, but the burden 
placed upon the taxpayer should not 
be an impossible burden. One would 
normally suppose that the taxpayer 
should ‘first fill out the items of his 
return, and that, after he has hon- 
estly and in good faith listed his 
income items and his claimed deduc- 
tions, the taxing authorities should 


then point out any items which are 


wrong, and that they would not 
deem any of the items incorrect 
unless that is definitely the case. 
After the taxpayer has established 
that there was a loss of a certain 
amount, and that, in his honest 
opinion, it had occurred during the 
year for which he has listed it, one 
would assume that his finding as to 
the year of his loss should be ac- 
cepted as final, if his interpretation 
of the situation was fairly reason- 
able and not visionary, even though 
that year might not be exactly the 
year in which the taxing authori- 
ties might regard the loss as having 
occurred. The taxing agency should 
not force its own judgment over 
the taxpayer’s honest opinion so 
long as that opinion is fairly rea- 
sonable, is entered into in good 
faith, and is fairly consistent with 
the facts. Mrs. Boehm did meet the 
burden of proving that there was 
a deductible loss in 1937. She estab- 
lished that she had a loss, and she 
was absolutely correct in claiming 
the deduction in her return for 1937. 
She did establish definitely that it 


’ which the 


/ 
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did occur in that year and that the 
loss was a deductible loss under 
the statute. 

The decision seems absurd. It de- 
prived this taxpayer of a right 
Federal Congress in- 
tended that she should have. May 
not this have been just another case 
in which some subordinate Federal 
employee who had no particular 
qualifications for his work and who 
had had no business experience 
and had not studied law searched 
for possible defects in returns, 
found what he thought might pos- 
sibly be an error, and held that this 
party was wrong? Perhaps his su- 
periors in the agency neglected to 
examine carefully the taxpayer’s 
case and the holding of their sub- 


ordinate thereon. Is a finding of a 


governmental agency so sacred, al- 
though in error, that the Supreme 
Court of the United States cannot 
and must not correct the mistake? 

The decision of the Supreme 
Court is unfortunate in that it 
leaves the taxpayer in a position 
where he must be able to foresee 
just what the taxing agent will do 
in deciding when a loss is sustained, 
and it gives no practical test by 
which one can guess what that 
agent may do. It penalizes the good 
faith, the honest intent, and the 
sincere opinion of the taxpayer. 
What he may believe as‘to his own 
property and its future is not to be 
considered, apparently. The decision 
can only leave him in a state of 
greater confusion and of greater 
uncertainty as to what he should 
do. It will not add anything to his 
confidence in the taxing authorities 
or in the judiciary. It will not in- 


duce him to have any greater re- 
spect for the law. The court could 


have avoided this by applying the 


“good faith” test suggested. 
Section 23 (e) of the Revenue 


Act now in force and the regula- 


tion concerning it read today sub- 
stantially the same as they did in 
the years 1936 to 1938. The tax- 
payer today is confronted with the 
same dilemma as was Mrs. Boehm, 
if he has a like problem. Suppose 
that he had the debt due him in 
December, 1945, mentioned in the 
first paragraph hereof, which re- 


mains unpaid when he prepares his | 


return for 1945, and suppose that 
he has every confidence 
debtor’s ability and willingness to 
pay. Is the taxpayer justified in not 


including that debt as a loss for | 
1945, even though he considers it | 


a good debt and expects to recover 
in full? Suppose he does not list it 
as a loss in his 1945 return and 
that by some disaster in 1946 the 
debtor becomes unable to pay, can 
the taxpayer depend upon being able 
to take the deduction in his return 
for 1946? There is nothing in the 
Boehm decision to warrant his hav- 
ing any confidence at all that he 
will be allowed to take the deduc- 
tion then. He can be safe only by 
listing in his return for 1945, as 
a loss not compensated for by 
insurance or otherwise, any loss 
which he has any suspicion at all 
that he may suffer, even though 
he cannot foresee the amount, if 
any, of such loss, and, in fact, may 
not have any. The effect of the 
decision is to require that the tax- 
payer’s foresight be superior to the 
Commissioner’s hindsight. 


in the | 


Earnings of Small Corporations 


JoserpH L. McConNELL 
Department of Economics, University of Illinois 


| EING in favor of small business 
B is about as safe politically as 
| being against sin, and is a far 
‘more popular position to take. The 
publicity chief of one of the war 
‘agencies whose gravy train is 
powered by the anti-big-business 
‘sentiment recently observed with 
approval that “There is no speech 
which a congressman can make 
‘which will draw more cheers from 
both sides of the house than one 
‘sounding the alarm against the 
‘trend towards the concentration of 
business into the hands of giant 
enterprises.” 

_ Since this concern for the wel- 
‘fare of small business enterprises 
‘is a factor in the determination of 
the provisions of all legislation af- 
‘fecting business, and since some 
‘proposals for special aid to small 
‘business are under Congressional 
consideration almost continuously, 
it is pertinent to examine the gen- 
eral question of the social desira- 
bility of defending small businesses 
against the aggressions of large 
firms, and the related question of 
whether comparative earnings data 
of small and large business firms 
indicate that such defense is neces- 
“sary. 

A great deal of the enthusiasm 
for small business springs naturally 
and genuinely from the deeply in- 
grained desire of Americans for 
the independence and freedom af- 


forded by being one’s own employ- 
er. Though such independence is 
seldom realized in the life of most 
workers, the presence of the op- 
portunity for some to enter the 
entrepreneurial field does contribute 
to a general feeling of freedom. 


Need for Small Business 


The preservation of small business, 
in at least the proportions remain- 
ing after several decades in which 
concentration of the nation’s pro- 
duction into the hands of a relative- 
ly small number of giant firms pro- 
ceeded at a rapid rate, seems to be 
a requisite for the attainment of 
certain additional social goals. 
Small business remains today, in 
spite of the million-dollar labora- 
tories of the industrial giants, the 
proving ground for many new prod- 
ucts, new technologies, and imagi- 
native, vigorous entrepreneurial tal- 
ent. In fact, many of the claims for 
the long-run excellence of the free 
enterprise system as against social- 
ism rest upon the implied assump- 
tion that a large part of the 
privately owned enterprises will con- 
tinue to be sufficiently small that 
many, instead of few, workers will 
be stimulated by the profit incentive 
to improve products and productive 
efficiency. Close personal relation- 
ships with employees will help to 
avoid the impersonal rigidity of 
rules of employment which creates 
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class consciousness and makes the 
billion-dollar enterprise akin to a 
socialist bureaucracy. 

Finally, the continued existence 
in every community of a large 
group of middle-class business own- 
ers and managers lends a stability 
to our social and political institu- 
tions which seems essential for or- 
derly evolution of those institutions. 
Many may disagree, but such sta- 
bility, even with its “cultural lag,” 
seems preferable to the rapid rate 
of “progress” attained when the 
middle class disappears and social 
change appears in the form of a 
race to see whether fascism can 
freeze the institutions of capitalism 
before communism takes over. 

Basically, the continued well- 
being of small and middle-sized 
business firms depends upon the 
existence of conditions which will 
enable a large proportion of them 
not only to survive but also to grow 
in size if economical operation in 
their industry demands a larger 
size. The profit opportunities must 
also be sufficient to attract new 
enterprises to replace those passing 
out of existence because of such 
factors as the retirement of owners 
or failure to operate efficiently. 

Furthermore, in the long run, 
small businesses must make a rate 
of profit which approximates that 
of the larger firms; or a condition 
will be present which will tend to- 
ward a further gradual shifting of 
our manufacturing and merchan- 
dising activities into the hands of 
the giants. If this should happen, 
the former owners of the small 
firms would allow their establish- 
ments to pass through a capital- 


consuming stage, and larger and | 
larger proportions of each succeed- 
ing generation would find their life- 
work in the employ of the larger 
corporations. 

That industrial concentration has 
gone on at a rapid rate in the last 
three quarters of a century is pat- 
ent. The following data, compiled 


by the United States Department || 


of Commerce from internal revenue 
Statistics, will serve to 


immediately prior to World War 


IJ. The largest 5 per cent of all | 
nonfinancial corporations owned, at || 


that time, 86 per cent of the assets 
of all corporations, whereas the 
next 20 per cent owned 10 per cent, 
and the smallest 75 per cent owned 
only 4 per cent of the assets. If 
concentration is measured in terms 
of net income and only those cor- 
porations with net income are 
included, the proportions are ap- 
proximately the same. In terms of 
employment, the largest 5 per cent 
of all firms, corporations, and un- 
incorporated businesses, taken to- 
gether, had 70 per cent of the 


illustrate | 
the degree of concentration attained | 


employed workers. The next 20 per 
cent had 18 per cent of the workers, 
and the smallest 75 per cent had 
12 per cent. 

During the war there was a con- 
siderable increase in industrial con- 
centration under conditions which 
would indicate that it was not per- 
manent. Methods of distributing war 
production contracts, labor short- 
ages, materials priorities, the draft- 
ing of the owners of many small 
firms, and the fact that our great 
increases in production were not in 


those lines in which the product | 
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moves through retail outlets where 
much of small business is located, 
all contributed to the decrease in 
che number of small firms. 

It is confidently believed that a 
return to more normal conditions 
of production will reverse this trend 
sufficiently to offset at least the war- 
‘ime increases in concentration. The 
oresence of large amounts of liquid 
assets in the hands of the public 
and the provisions for business 
‘oans to veterans may even cause 
am increase not only in the number 
of small businesses but also in the 
Droportion of the total business 
Jone by them as compared with the 
mmediate prewar years. 

| But in the long run, the relative 
>rofits positions of firms of different 


size will play a major role in de- 
ermining the survival probabilities 
of the small firms in the various 
ndustrial divisions. Some of the 
uighlights of a recent study of the 
‘elation between corporate size and 
orofitability undertaken by the pres- 
“nt writer for the United States 
Department of Commerce are pre- 
sented herewith for the light which 
‘an be shed upon the survival pos- 
sibilities of small business. (See 
survey of Current Business, May, 
945, and January, 1946.) 

In this study the data of corpo- 
‘ate earnings were used for the 
imple reason that no other data 
ire available classified by the size 
»f firm and presenting the detailed 
nformation which is necessary for 
. thoroughgoing analysis. Unincor- 
»orated businesses are believed to 
»e fairly represented, however, in 
he conclusions given below. 


Depression and Small Business 
Profits 


The relative profitability of small, 
medium-sized, and large firms de- 
pends largely upon the level of pro- 
duction and employment in the 
country. In depression it is general- 
ly true that size and profitability 
are very closely correlated. The 
smaller firms sustain the greater 
average rates of loss (on owners’ 
equity), and each succeeding larger- 
size group sustains a smaller rate 
of loss or enjoys a greater profit. 

For instance, in 1932, the poorest 
year of the late depression, cor- 
porations having assets of less than 
$50,000 sustained losses averaging 
33 per cent of the owners’ equity. 
Those with total assets between 
$50,000 and $100,000 suffered aver- 
age losses of 14 per cent. Each 
successively larger group had a 
lower rate of loss than the one 
immediately below it in size, and 
the largest — firms with more than 
$50,000,000 in total assets — man- 
aged to obtain a positive profit of 
14 of 1 per cent. 

As the national income rose slow- 
ly in the middle and late thirties, 
and more rapidly after 1939, this 
picture changed radically. That 
average profits for corporations of 
all sizes increased with the return 
of prosperity (to 5,7, 12, and 17 per 
cent in 1939, 1940, 1941, and 1942, 
respectively) was to be expected. 

What is more significant for 
present purposes is that the relative 
positions of small, medium, and 
large corporations also changed. So 
consistently and so closely are the 
relative profits positions of these 


26 OPINION AND COMMENT 


three groups related to the volume 
of business activity that the follow- 
ing statement based upon our ex- 
perience in the years 1931 to 1941 
inclusive can be made. From any 
level of national income, an in- 
crease in business activity results 
in an improvement in the earnings 
of smaller corporations relative to 
the earnings of the next larger class 
throughout the size range. Con- 
versely, a decrease in industrial 
activity results in a worsening, 
profitwise, of each size group rela- 
tive to the next larger group. 
Translated into absolute levels of 
profit rates on equity, this means 
that firms in the medium-size range 
(roughly from 14 to 5 million dol- 
lars in assets), which were several 
points below the 100-million-dollar 
firms in profit rates at the bottom 
of the depression, not only caught 
up with the giants in rate of profit 
on equity but far outdistanced 
them. By 1941, for instance, the cor- 
porations with about one million 
_ dollars in total assets averaged 15 
per cent profit on stockholders’ 
equity, whereas the firms with more 
than $100 millions in assets earned 
only 9 per cent. If the less profit- 
able finance corporations are ex- 
cluded from the total, the profit 
rates for the same classes were, re- 
spectively, 20 and 11 per cent, a 
nine-per-cent difference. For the 
same group, all corporations except, 
finance companies, in 1942 the dif- 
ference had become 13 per cent, the 
million-dollar corporations earning 
about 27 per cent and the 100- 
million-dollar giants, 14 per cent. 
In manufacturing in 1942, our 
first war year, the optimum size 


seemed to be 14 to one million dol- | 
lars in assets, these corporations | 
earning an average of 40 per cent || 
before taxes. This is to be com- | 
pared with the 17 per cent profit of | 
the manufacturing firms which had | 
in total | 


over 100 million dollars 
assets. 


Although it is not true of every | 
industrial group that the corpora- | 
tions with about one million dollars |} 
in assets are the most profitable, | 
yet for all combined, and for many || 
of the separate industries, this is | 


true. 
Great though the 
lion-dollar corporations was, it was 
exceeded by the relative improve- 
ment of the corporations of smaller 
size. True, they had farther to go 
aiter 1932 to get out of the red 


and never attained equality with the 


medium-sized corporations in rate | 
of profit on equity, but the improve- | 


ment from a 33 per cent average 
loss in 1932 by the corporations 


with less than $50,000 in total as- | 


sets to average profits of 3 per cent 
in 1941, and 9 per cent in 1942, 
exceeds the 
swing of any other size-group. 


Officers’ Compensation 


But the whole story of small busi- | 


ness earnings is not contained in the 
statistics given above. Small cor- 
porations exist as much to. furnish 
employment and pay salaries to 
their owners as to earn profits and 
pay dividends. Furthermore, about 
one-half of all corporations with 
less than $250,000 in total assets 
are owned in their entirety by a 
few men who are officers and also 


depression- | 
prosperity improvement of the mil- || 


depression-prosperity | 
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workers and entitled to compensa- 


tion for their services. There being 
very little outside stock interest to 


serve as a check on the amount of 


: 


; 
i 
i 
. 


Total assets All in- 
class (thou- 4 dustries Bs Public 
sands of car except | turing utilities! 
dollars) finance = 

Under 50...... 1939 —3.4 8 —2.1 
1941 14.7 21.1 hat 

1942 19.5 Bonz 1571 

50-99 1939 4.6 7.0 7.8 
1941 18.2 WAS ee 13-3 

1942 20.0 26.2 19.1 

100-249....... 1939 6.0 8.4 11.6 
1941 19.6 25.4 15.4 

1942 22.4 28.5 20.4 

» 250-499....... 1939 7 fen 8.8 10.7 
1941 20.0 Done 18.7 

1942 ZS 30.2 22.4 

. 500-999....... 1939 7.8 9.2 8.2 
1941 20.3 25:0 14.3 

1942 26.0 31.9 20.9 

/1,000-4,999....} 1939 8.2 9.8 6.6 
; 1941 20.2 25.0 12.0 
- 1942 26.7 Sed 16.7 
5,000 and over..| 1939 6.2 8.5 3.9 
1941 14.3 20.6 6.4 

1942 (ile 23-4 10.9 


their salary, a good share of what 
should properly be called profit is” 
thus absorbed in salary increases in 


_ prosperous times. Since the statis- 
tics of corporation income are com- 


piled from the tax returns as filed, 
disallowances of salary expense 
claimed for officers do not affect the 
published data. Hence the profits of 
small corporations are understated 
when presented without adjustment 


22. 


to allow only a reasonable salary 
to the officers of the more profit- 
able small corporations. ; 

The statistics of profits of small 
corporations presented herewith 
(See Table I) have been adjusted 
to a basis which makes them com- 
parable with those of the medium- 
sized and larger firms by limiting 
deductions for officers’ compensa- 
tion to the market value of the 
services rendered to the corpora- 
tion. 

If, then, we examine the relative 
increases in profits of small and 


TABLE I 


ADJUSTED CorporATE Net Prorits BErorE TAXEs: 


PERCENTAGE OF Equity, 


BY INDUSTRY GROUPS AND BY ASSETS-SIZE CLASSES 


Finance, 
Whole- . SS Con- 
sale PERS Service ern struc- 
trade ar tion 
estate! 

7.4 —5.5 —-1.4 —9.6 .6 
S204 9.4 21.0 —8.9 27.4 
eh ee) 14.0 28.7 —5.5 34.0 

8.8 2.9 5.8 —1.2 6.0 
24.3 13-3 16.1 — .i 29.9 
25.0 14.6 19.7 Dik 35.9 

9.0 4.5 4.7 8 4.8 
24.0 17.6 10.8 oe 28.0 
24.9 el Sy p 17.6 3e2 39.8 

9.6 5.8 6.2 ai 5.5 
22.6 16.5 11.0 1.8 26.4 
23.8 19.6 19.4 3.2 41.5 

9.8 5.8 6.6 rp | 5.0 
PIAS 16.1 10.6 1.9 PAS | 
24.7 21.6 19.6 3.1 39.0 

9.8 Cath 5.4 Des) 8.3 
BOSS 16.5 10.3 Jas | 25.4 
24.8 23.0 16.2 4.3 45.0 

6.8 10.4 3.8 3.8 14.2 
15.8 16.7 6.4 4.0 26.3 
Zi5 20.0 13.5 9.7 39.6 


 ——————————— 
1 Adjustment involved no change in the reported profit. 
Source: Survey of Current Business, January, 1946, p, 12. 
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medium-sized corporations in the 
transition from the depression low 
of 1932 to the peacetime high of 
1941, bearing:in mind the important 
part played by officers’ compensa- 
tion in determining the profitability 
of the small firms, it becomes clear 
that a high level of employment 
and income is a vital necessity to 
their survival. 

In the category of the smallest 
firms, corporations having assets of 
less than $50,000 each, the average 
losses sustained in 1932 were great- 
er than the amount of officers’ sala- 
ries. In other words, if all the own- 
ers had donated their services, their 
companies would still have sustained 
losses of 7 per cent. 

This is particularly significant 
when it is realized that in firms of 
this size the officers constitute about 
a fifth or a sixth of the labor force 
in number when employment is 
high, and are usually compensated 
at a higher rate than the other 
laborers. The small firms’ losses in 
- the depth of the depression, then, 
were equal to about one-third of 
the labor cost. But by 1941, profit 
and officers’ salaries together 
amounted to a satisfactory 46 per 
cent of owners’ equity for the firms 
with less than $50,000 in total assets. 

In terms of dollars per firm, the 
typical corporation in the group 
with assets less than $50;000 has 
about $22,000 of assets. The own- 
er contributes about $8,000 to $10,- 
000 of his own funds in the form 
of equity capital and works full time 
-alongside of hired labor. For his 
capital contribution and a full year 
of labor he sustained in 1932, if he 
was typical, a loss of about $600. 


In 1933 he gained a net $500. By 
1939, his total return for the use | 
of his capital and labor was up to> 


$2,200, and by 1941, it was up to 
$3,200. If finance corporations are 


excluded, the total income from his | 
business was up to $4,000 in 1941, | 


an improvement from the average 
of $2,600 for this group in 1939. 
Thus it can be seen that the main- 


tenance of a high level of national 


income and industrial activity is a 


critical factor in the life of the | 


smaller firm. The $2,600 average 
total income of the owners of firms 
with less than $50,000 in assets in 
1939 is clearly inadequate as a re- 
turn for the risk of $8,000 to $10,- 
000 of one’s own capital plus a full 
year of labor. Yet that was the aver- 
age return for nonfinancial in- 
dustries in a year which was typical 
of the last half of the 1930’s and 
was much better than the first half 
of the decade. But with increased 
employment and production in 1941 
this return was increased to $4,000, 
an amount which would come much 
closer to providing the incentive 
necessary to bring about continued 
small-firm investment to replace 
those retiring from the field be- 
cause of age of the proprietors, 
obsolescence of the product, or out- 
right failure. 


Profits in Different Industries 


The over-all pattern of profits by 
size which has been described does 
not prevail in every one of the in- 
dustrial divisions or in the separate 
industries composing the broad di- 
visions. In fact, there are almost 
as many patterns as there are in- 
dustries. Some of the most distinc- 
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tive of these patterns are worthy of 
note. 

In retailing, profits were very 
low among the small firms in the 
prewar years. The unemployment 
of the 1930’s had led many people 
to become entrepreneurs in this 
field, which to the novice seems to 
be the easiest to enter. The larger 
firms in the field, department stores, 
and the chains make relatively bet- 
ter profits in depression. Inasmuch 
as the great increases in production 
occurring during the war did not 
move through retail channels, prof- 
its of small retailers did not in- 
crease as much as the profits in 
most other fields of small business, 
and so the pattern of greater profit 
rates among the large firms and 
lower rates to the small firms con- 
tinued. 

Strangely, wholesale trade offers 
a picture which is the reverse of 
that in retailing. The smallest whole- 
salers made profits in 1939 very 
closely comparable with those of the 
medium-sized and large firms. In 
1941, the highest profits went to the 
small firms and the lowest to the 
largest, with a continuous grada- 
tion between the extremes of size. 

In the service industries, such as 
notels, laundries, garages, theaters, 
atc., small firms predominate. This 
is to be expected, since the product 
is an intangible service which can- 
aot be shipped, stored, or produced 
in a central location. Also, the 
product is one for which the income 
alasticity of demand is rather great. 
That is to say, as income payments 
to individuals rise, their demand 
for the product of the service in- 
dustries increases more than in 


proportion to their income ise. 
Consequently, the small laundries, 
theaters, etc., have a considerable 
prosperity-depression swing in prof- 
its. All the incorporated service 
firms with less than $50,000 in total 
assets suffered average losses of 1 
per cent in 1939 but their net profits 
rose to 21 per cent in 1941. In the 
latter year, they and the next larger 
group — $50,000 to $100,000 in as- 
sets—earned the highest average 
rates of profit in the industry. War- 
time profits in some branches of 
the service industries were very 
large, especially among the small 
firms. For instance, 69 per cent was 
earned on equity in 1942 by thea- 
ters with less than $50,000 in assets; 
the next larger group earned 36 per 
cent, and those theaters and theater 
chains with more than $5,000,000 in 
assets earned only 17 per cent. 

In those subdivisions of the public 
utilities group in which demand is 
not subject to great variation from 
prosperity to depression, the smaller 
firms do not do so well as the 
medium-sized concerns, which, in 
turn, earn higher profit rates than 
the very large ones. But in such 
phases of public utilities as taxicab 
operation and highway freight trans- 
portation, profits and size of firm 
are inversely correlated throughout 
the size range. That is, the larger 
the firm the lower the profit rate. 
For instance, in 1942 the taxicab 
companies in the smallest size-class 
earned over 100 per cent on equity, 
whereas those with more than $250,- 
000 in assets averaged only 28 per 
cent. Among the trucking and stor- 
age companies, 27 per cent was 
earned by the smallest and only 
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10 per cent by those with more than 
$5,000,000 of assets, the gradation 
in profit rates in the size groups 
between the extremes being con- 
tinuous. 

In the manufacturing division as 
a whole, given a moderate prosper- 
ity, the firms with less than $100,- 
000 in assets and those with more 
than $100,000,000 can be expected 
to average a lower rate of profit 
than those between these extremes. 

Several of the separate indus- 
tries composing the manufacturing 
division are characterized by a large 
number of small firms. In this group 
the small firms make the better 
rates of profit unless serious depres- 
sion conditions prevail. Included in 
the small-firm industries are non- 
alcoholic beverages, cotton manu- 
factures, woolens, knit goods, dye- 
ing and finishing of textiles, men’s 
and women’s clothing, and the tan- 
ning of leather. 

At the opposite extreme are the 
heavy industries and all the ex- 
tractive group (manufactures de- 
pending upon extraction of a nat- 
ural resource). These industries 
are characterized by a very high 
degree of concentration and a low 
average profit to the small firms 
which do exist. 

But it is also possible to recognize 
a large group of manufactures in 
which most of the productive units 
are small, but in which the market- 
ing process is so important that 
those large firms which combine 
small productive units into one firm 
and spread marketing costs over a 
large output are able to exceed the 
small firms in profits. Food and 
tobacco are the principal groups 
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of this type. The large firms mar- ! 
ket their product under a _ well-} 


established consumer’s brand and! 


in both prosperity and depression} 


are able to obtain a very satisfac-) 


tory rate of profit. The small firms, || 


on the other hand, are likely to be} 
among those which cannot maintain 
a profit margin at all in depression. | 

In summary, as the various in- 
dustrial areas are examined for the 
purpose of comparing the profit 


rates of small and large firms in || 


prosperity and depression, it be- 
comes apparent that there are a/| 


large number of areas in which | 


small business is definitely superior 
as a profit getter, and many others 
in which the smaller firms are on a 
par with their larger competitors. 
In any case, the maintenance of 
a high level of business prosperity 


is a most critical factor in sustain- |, 
ing their rates of profit and ena- | 


bling them to continue in existence 
in competition with larger firms. 


Dispersion of Earnings Rates 


The discussion of corpérate profits 


to this point has been in terms of | 
average profits for the firms com- | 


posing an asset size-class in the 
industry under consideration. The 


meaning of a given average profit | 


rate may be different for a group 
of corporations with less than $50,- 
000 in total assets than for a group 
with $1,000,000 to $5,000,000, or 
even larger. The basic need for a 
difference in interpretation derives 
from the fact that the dispersion of 
earnings rates is greater among the 
small corporations than among the 
large. 


|) 


| 
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For instance, in 1942 the poorest 
_ 25 per cent of the corporations with 
assets of less than $20,000 sustained 
average losses of 41 per cent, 
_ whereas the best one-fourth earned 
_ profits of 88 per cent of the stock- 
holders’ investment. As the next 
_ larger classes are examined for the 
dispersion of earnings rates it is 
| observable that the dispersion be- 
/ comes less and less with increases 
in the size of the firms. Among the 
_ corporations with total assets be- 
tween $100,000 and $250,000 the 
poorest 25 per cent averaged 1 per 
: cent profit and the best 25 per cent 
averaged 53 per cent profit in 1942. 
|In 1941, before the beginning of 
inversion for all-out war, the dis- 
persion of profit rates was about 
the same. 
_ Several factors account for this 
greater dispersion of profit rates 
| among small firms. In the first place, 
/many large companies are composed 
of a number of subsidiary com- 
‘panies or a number of establish- 
‘ments or, at least, produce a diver- 
sity of products. They are thus 
_able to offset losses against profits 
and seldom report great loss or 
great profit. 
Second, it should be recognized 
that i in the process of bringing their 
companies to large size, manage- 
‘ments must of necessity demonstrate 
their ability to manage efficiently, 
‘to produce an acceptable product 
or service, and thus to avoid great 
‘losses. In other words, at any point 
in time the large companies are 
those that survived because they 
‘were the most efficient profitwise 
of all the small companies of some 
previous decade. 


Such efficiency tends to persist in 
the life of the company and ac- 
counts, in part, for the negligible 
number of large companies which 
sustain great loss in any one year. 

Finally, although there are many 
exceptions to the rule, the prospect 
of a relatively stable demand for 
the product or service of a particu- 
lar company is an almost indis- 
pensable condition for the aggrega- 
tion of large amounts of capital. 
That is to say, in certain industries 
characterized by extreme concen- 
tration of capital the stability of 
demand for the product was a sig- 
nificant factor in encouraging the 
concentration. 

On the other hand, the smaller- 
size classes are populated with both 
efficient and inefficient firms. Many 
of the former are on their way to 
becoming million-dollar enterprises, 
having achieved a degree of rela- 
tive profitability not matched among 
the industrial giants. 

But among the less efficient firms 
of small size are many that are 
operated by an uninformed manage- 
ment or with inadequate capital. 
Some were organized to exploit a 
natural resource, since depleted. In 
many instances small firms are limit- 
ed in life to the active career of 
a single individual and pass through 
a stage of capital consumption be- 
fore discontinuance. Again, local 
markets may shift, or obsolescence 
of product or process may induce 
a period of capital consumption and 
eventual discontinuance. 

A dynamic economy requires that 
a large number of the small busi- 
nesses in operation at any one time 
fail and pass out of existence. So- 
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cial economy, on the other hand, 
requires that assistance be rendered 
with a high degree of discrimination 
to a portion of those operating with 
inadequate capital and with unin- 
formed managements. 


Small Business Policy 


Government policy with respect to 
taxation favors small business at 
present. Graduated corporation in- 
come tax rates and the absorption 
of corporate profits in the compen- 
sation of officers of closely held 
small firms now tend to equalize 
profits rates, after taxes, between 
the small and large corporations. 
In fact, during the war when the 
high excess profits tax with its 
specific exemption of $5,000 was in 
effect, it was a rare industry in 
which the average rate of profit of 
the large firms after taxes was 
greater than that for the small 
firms. 

Further aid to small business is 
being proposed to Congress from 
time to time. One program includes 


the provision of 
through government purchase of 
preferred stock in small corpora- 
tions, the stock to be retired ac- 
cording to a suitable plan. Such a 
program would have to be hedged 
about by restrictions, inspections, 
and many controls to prevent a 
feed-trough scramble for the oppor- 
tunity to become self-employed with 
public funds. It would undoubtedly 
provide the means whereby many a 
good idea would find development 
in the business world by a skillful 
entrepreneur, but it would, at the 
same time, subsidize and preserve 
many an inefficient business which 
should properly go out of existence. 
And, in the process, many of the 
satisfactions that derive from the 
unsupervised control of one’s own 
business would be lost. 

In conclusion, it may be observed 
that given a reasonably high level 
of production and employment in 
the nation, the plight of small busi- 
ness is not. so desperate as many 
would have us believe. 


equity capital 


Effects of Declining Interest Rates—The continued decline in interest 
rates, from levels during recent years already around all-time lows, has 
effects upon the national economy and the lives of millions of people too 
serious to be ignored. It is raising the cost of life insurance and reducing 
the income of savings depositors, trust beneficiaries, and religious, chari- 
table and educational institutions. Insurance policyholders and investors 
are penalized both by lower yields on new investments, and by successive 
refinancing of old holdings at reduced rates. The problem faced by in- 
vestors is highlighted by numerous cases of corporations which during the 
past few years have refunded 4s to 5s with bonds now yielding 234 per 
cent or less——From the February letter of the National City Bank of 
New York. 
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ANY discussions center upon 
N | the role of international 

trade in the postwar period. 
The exigencies of war have em- 
-phasized the value of trade in 
/ securing strategic and critical ma- 
terials for production and have 
-revealed numerous techniques of 
-economic warfare for keeping the 
enemy from vital commodities. No 
less important is the potential sig- 
nificance of trade in the period of 
reconstruction and peace. 
_ Estimates of the future level of 
‘our exports and imports predict 
_totals somewhat above those at- 
tained in the late twenties, when our 
‘exports averaged $5,000,000,000 a 
year, and our imports $4,000,000,- 
/000, at a time when annual world 
trade was valued at about $64,000,- 
'000,000. Even if the more optimistic 
forecasts are not realized, foreign 
trade can make a definite contribu- 
tion to the postwar economy. 


Basis for Trade 


‘A nation tends to specialize in the 
production of those commodities for 
which its natural and human re- 
‘sources are best suited. World trade 
is the result of this international 
division of labor, whereby a nation 
sells abroad goods and services in 
which it has a comparative advan- 
tage and buys from other nations 
goods in which they have a compar- 
ative advantage. In peace or in war 
the products in which a region spe- 


cializes are constantly changing with 
world economic development, and 
these new raw materials and fin- 
ished products enter the channels 
of trade. 

War institutes many sudden modi- 
fications in production. The indus- 
trialization of agricultural areas is 
often accelerated by wartime condi- 
tions as, for example, the expansion 
of textile manufacturing in some 
parts of South America and the 
British Empire during World War 
Il. The growth of manufacturing 
modifies the nature of export and 
import trade, in that goods for- 
merly imported can be produced 
domestically and new products can 
be exported. World-wide adjust- 
ments in the flow of goods are 
necessitated. The attitude toward 
trade controls of the areas affected 
is altered. New manufacturing re- 
gions usually seek protection for 
their infant industries. 


Conditions Affecting Trade 


A brief consideration of some prin- 
ciples fundamental to international 
commercial policy can be used as 
a basis for evaluating commercial 
practice. Certain conditions stimu- 
late trade; others hinder it. Trade 
is usually encouraged by multilat- 
eral relationships between nations 
and discouraged by bilateralism. 
The former relates to trade among 
many nations, the latter to trade 
between two nations. When com- 
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modities are exchanged from a 
multilateral point of view, there is 
comparative freedom of buying and 
selling with respect to source of 
goods, so that if one country buys 
more from a second country than it 
sells, it can pay the difference with 
credits secured by selling more to 
a third country than it buys from 
that country. Bilateral balancing, on 
the other hand, is an attempt to 
equate exports and imports between 
pairs of countries only. Commerce 
is hampered when nations grant 
special trading privileges confined 
exclusively to the negotiating coun- 
tries, and attempt to channelize 
their trade along lines determined 
by bargaining arrangements rather 
than by specialization according to 
the principle of comparative ad- 
vantage. 

Discrimination frequently leads to 
retaliation, but trading with all na- 
tions on a-basis of equal treat- 
ment is likely to stimulate goodwill. 
Traditionally, the most-favored-na- 
tion clause has been included in 
commercial agreements to provide 
for equality of treatment. When this 
clause is used, a country grants to 
every other one with which it has 
most-favored-nation relations any 
favor which it grants to a third 
country either unconditionally, that 
is, without restrictions, or condi- 
tionally, upon receipt of a similar 
favor in return. 

Restrictions to the flow of goods 
discourage trade. These include a 
high protective tariff, a quota sys- 
tem limiting the amount of goods 
entering a country during a given 
period of time, excessive customs 
formalities, and indirect protection 


made possible by administrative in- 
terpretation of trading regulations. 
Customarily, most - favored - nation 
treatment has been applied to tariff 
duties, but within recent years an 
effort has been made, though not 
always successfully, to extend it to 
these other devices. The determina- 
tion of an equivalent concession and 
the establishment of a standard for 
fair treatment become increasingly 
difficult as new restrictions multiply. 


Foreign Exchange 


Trade is complicated by the fact 
that nations have different monetary 
units. When goods are paid for in 
another country’s unit, it is neces- 
sary to convert the currency of one 
nation into that of another. To sim- 
plify this procedure, the rate of ex- 
change must be stable. If the con- 
version rate is subject to violent 
and unpredictable fluctuations, trade 
is uncertain and sporadic since in 
each instance the exporter or im- 


porter must decide whether it is to 


his advantage to sell or buy im- 
mediately or to wait until the rate 
has reached another level in the 


future. If fluctuations in the con- ° 


version rate are held within narrow 
limits, one of the trader’s risks is 
reduced. 

Exchange is not available for 
purchase unless a supply has been 
built up by selling goods or services 
abroad or by borrowing. A coun- 
try’s international receipts and pay- 
ments should, of course, be equal 
over a period of time. When these 
are out of balance repeatedly, there 
will be too little exchange in some 
countries, too much in others. This 
is what happened in the years be- 


sween World Wars I and II, when 
»gricultural and industrial produc- 
jion, long- and short-term capital 
jlow, and the movement of gold 
vere distorted and abnormal. Dur- 
fag World War II some countries 
}ound it necessary to conserve their 
Icarce exchange for transactions 
jontributing most to the war effort 
jy issuing licenses in accordance 
ith priority ratings. War-stimu- 
jited manufacturing regions may 
Jhoose to continue foreign exchange 
jontrol after the war in order to 
Yssure the allocation of their ex- 
faange for capital goods and ma- 
inery. 

} Payment for goods and services 
i foreign currency can be deferred 
qi periods of stress. A few coun- 
ies, for example, gave blocked 
yomestic credits for goods sold to 
fem during the war. The problem 
— liquidating and settling these 
ecounts remains. 


it 
t 
i 


Trade Related to Foreign 
Investments 
+ 


jrade is not an isolated phenome- 
on. It is closely related to the 


andise imports exceed its mer- 

andise exports—until it begins 
s| pay out more in the form of in- 
te and principal than it receives 
5} new loans. At this time its trade 
silance becomes favorable. An im- 
jature lending nation, on the other 

nd, has a favorable balance of 
* until it receives more on in- 
rest and principal account than it 
dads out in new loans. 


Bai of trade — that is, its mer- 
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Most nations of the world are in 
one phase or another of the invest- 
ment cycle, although not all pass 
through every one of the stages in 
the course of their history. One of 
the significant changes occurring 
at the time of the first world war 
was the meteoric rise of the United 
States from a debtor position to 
that of an outstanding creditor na- 
tion. In recent war years we have 
maintained a creditor balance on 
long-term loans, but the debtor bal- 
ance on short-term investments has 
been sufficient to classify us tem- 
porarily as a net debtor. 

The modification of Great Brit- 
ain’s mature creditor status during 
World War II has been spectacular. 
For decades, Great Britain had an 
unfavorable balance of trade and 
made up the difference between ex- 
ports and imports in part by divi- 
dends from foreign investments. 
The cashing of overseas invest- 
ments during the years of recent 
conflict has left her with insuffi- 
cient returns to balance accounts. 
There are several ways by which 
readjustment can be sought, but one 
important possibility is greater em- 
phasis upon exports. Sale of goods 
in foreign markets may enable Brit- 
ain to pay for her postwar imports. 
The revamping of Great Britain’s 
international balance of payments is 
significant not only because of its 
effect upon her, but also because 
of possible repercussions upon other 
nations as well. 

Modern trade is dependent upon 
many subsidiary agencies. Well-de- 
veloped means of transport and 
smoothly functioning port and ter- 
minal facilities for loading, unload- 
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ing, and warehousing goods assist 
trade. Land and sea carriers have 
hauled the bulk of the cargoes in 
the past, but air transport is as- 
suming a position of increasing 
importance, particularly for high- 
value, light-weight articles and those 
which are perishable, or are de- 
pendent upon speed in delivery. 
Landlocked cities, as well as ocean 
and river ports, are becoming im- 
portant distribution centers for in- 
ternational commodities. Airplanes 
frequently do not follow established 
shipping lanes. Thus new shipping 
routes are developed and new points 
of entrance and embarkation 
brought into prominence as methods 
of transportation change. 


Importance of Trade 


External trade has a decided impact 
on the economies of many coun- 
tries. Peacetime imports are about 
twenty-five per cent of Canada’s na- 
tional income, and exports twenty- 
nine per cent. Comparable figures 
for the Netherlands are forty-four 
per cent and thirty-eight per cent; 
for Norway, sixty per cent and 
sixty-four per cent. At first glance 
our foreign trade might seem un- 
important since exports are only 
about six per cent of our national 
income, and imports slightly less. 
This, however, is not the case, for 
even these comparatively small per- 
centages are large from an absolute 
point of view, and include the prod- 
ucts of firms which depend to a 
marked degree upon foreign trade 
for their existence. 

Imports furnish raw materials 
basic to modern industry and semi- 


processed and finished goods which} 
are specialties of the producing re-}}1 
gions. Exports, by providing wide}} 
markets, help the exporting nation}/ii 
to have an economy geared to al) 
high level of production. Economic)} 
activity in the exporting country 
furnishes the motivation for im-}) 
ports from abroad and increases}, 
the sales made by foreign countries, ii 
aiding in the maintenance of a high) 
level of production there. | 

Trade influences and is influenced}, 
by economic conditions in eévery}/i 
part of the world. In this way pros-}— 
perity, or depression, may spreadih: 
through commerce from one nation) 
to another. Prosperity contributes 
to the establishment of peace. De-}{s 
pression increases the possibility of} 
war. 


Postwar Commercial Policy 


If we would expand our trade in the}| 
future, we must formulate our com-j 
mercial policy carefully, foster those}| 
conditions which stimulate trade,}|, 


hinder it. Our policy must 
adequate to cope effectively wi 


be flexible enough to meet the emer 
gencies of the reconversion 


time trends of the years beyond), 
Since our exports and imports aré 
closely related to every other item 
in our balance of international pay+ 
ments, our trade policy must be 
drawn up with full cognizance of 
all our international receipts ane 


chandise, capital, transport, or othe# 
account, and be adjusted to them} 
Our policy should accommodatd| 
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jaore than just the exportation and 
‘mportation of commodities, and it 
jhould be consistent with our do- 
jiestic economic policies. 

{ Our aims for the postwar period 
}nvision rising standards of living 
it home and abroad, gainful em- 
jloyment for those seeking work, 
Ind a durable peace. These are 
loals which men have long desired. 
i they cannot be reached quickly or 
jasily. Improved technology makes 
gossible the production and ex- 
yange of vast quantities of mate- 
al goods and provides more leisure 
yme for using these goods and for 
‘itisfying non-material wants. But 
ie reverberations from widespread 
jnemployment and depression multi- 
\y with the ever-increasing com- 
jexity of modern production and 
lade. Even santa economic 


jternal matters, attempt to become 
/1f-sufficient, and erect barriers to 
Jade. 

\In the first decade of the twen- 
(sth century, trade was carried on 
| individuals, and the statement 
fat nations were trading with each 
ther meant then that a person or 
pivate firm in one country was 
“ling to a person or private firm 
© another country. This customary 
fading practice was modified in the 
-erwar period. State monopolies 
'd buying agencies were adopted 
+ some countries for certain com- 
i ndities, and one country, Russia, 
tide foreign trade a monopoly of 
i> national government. Govern- 


ment purchasing and selling mis- 
sions assumed greater prominence 
during World War II. The degree 
to which governments participate 
in the trade of the future will 
fundamentally affect the pattern of 
world trading relationships. Far- 
reaching decisions must be made 
concerning governmental attitude 
toward international agreements for 
control of raw materials and fin- 
ished commodities and the estab- 
lishment of customs unions or 
regional agreements among blocs of 
nations. 


Some Recent Provisions 
Affecting Trade 


To deal with the intricate economic 
problems of the postwar period, we 
have adopted several legislative 
measures. Among these may be men- 
tioned the renewal of the Recipro- 
cal Trade Agreements Act. This 
provides for the negotiation of bi- 
lateral agreements in which United 
States tariff treatment of specific 
products is modified in return for a 
lowering of trade barriers by the 
other negotiating country. A maxi- 
mum duty change of fifty per cent 
from the rates existing on January 
1, 1945, is prescribed. Since June, 
1934, when the reciprocal trade 
agreements program was instituted, 
the United States has completed 
agreements with twenty-seven coun- 
tries. 

Concessions een by us in 
these agreements include reduced 
tariff duties, duty and free-list bind- 
ings, increased quota shares, defi- 
nite purchase commitments by state 
monopolies, the removal of special 
luxury, monopoly, and other fees, 
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and adjustments of ‘preferential 
trading arrangements. Britain has 
permitted some products to enter 
the mother country from empire 
nations at preferential rates; in our 
agreement with her, certain of these 
rates were modified. We have 
granted concessions in the form of 
tariff reductions or bindings and 
free-list bindings. A binding freezes 
the pre-agreement rate for the dura- 
tion of the agreement. Concessions 
are not maintained as exclusive 
favors but are generalized to other 
countries on the basis of most-fa- 
vored-nation treatment. In this way 
agreements change existing trade 
restrictions and serve as a stopgap 
measure to retard the growth of 
new barriers. An international con- 
ference to discuss restrictions on 
trade and proposals for the expan- 
sion of world trade and employment 
is contemplated. 

The United States recently in- 
creased the lending authority of the 
Export-Import Bank, and approved 
the Articles of Agreement of the 
United Nations Monetary and Fi- 
nancial Conference. The Bretton 
Woods Agreements propose an in- 
ternational monetary fund and an 
international bank for reconstruc- 
tion and development. The purpose 
of the fund is to promote exchange 
stability and international monetary 
cooperation, and that of the bank is 
to facilitate foreign investment for 


production by guarantee of, or 


participation in, long-term loans by 
private investors. | 

Other conferences have been con- 
vened to discuss problems with an 
international scope. A conference 
on food and agriculture considered 
consumption levels, production, mar-_ 
keting, and related matters. A world | 
civil aviation conference discussed 
safety regulations and the freedom | 
of passage and landing of car- 
riers. An economic charter to help | 
safeguard the economies of the. 
American nations in the period of 
transition from war to peacetime | 
conditions was adopted by an inter- | 
American conference. The United | 
Nations organization, founded for | 
the purpose of maintaining inter- 
national peace and security, made | 
provision for coordinating action | 
on international economic problems. | 

How well these and other activi- | 
ties will assist in the establishment 
of a stable background for inter- 
national economic relations remains 
to be seen. Alternative methods are } 
always available for reaching any 
goal, and a selection of procedures } 
must of necessity be followed by 
unforeseen consequences. Whether | 
or not most of the desired objectives } 
for the postwar commercial world| 
are satisfactorily attained, at least | 
positive steps have been taken to} 
meet a complex situation. 


